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MICHAEL A. WALTER

CERTIFIED PUBLIC ACCOUNTANT

MANAGEMENT CONSULTANT - 80-45 GRENFELL STREET .
‘ KEW GARDENS, NEW YORK 11415
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INDEPENDENT AUDITOR'S REPORT

February 13, 2003

To the Board of Directors
of Avalon Securities, Inc.

| have audited the accompanying statement of financial condition of Avalon Securities, Ltd.

- as of December 31, 2002, and the related statements of income, changes in stockholder's
equity, and cash flows for the year then ended. These financial statements are the
responsibility of the Company's management. My responsibility is to express an opinion on
the financial statements based on my audit.

| have conducted my audit in accordance with auditing standards generally accepted in the
United States of America. Those standards require that | plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and the disclosures in the financial statements. An audit also includes assessing the.
accounting principles used and significant estimates made by management, as well as well
as evaluating the overall financial statement presentation. | believe that my audit provides a
reasonable basis for my opinion. '

In my opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of Avalon Securities, Ltd. as of December 31, 2002, and the
results of its operations and cash flows for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

My audit was conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The information contained in the accompanying supplementary
schedule is presented for purposes of additional analysis and is not a required part of the
basic financial statements, but is supplementary information required by rule 17a-5 of the
Securities and Exchange Commission. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in my opinion, is fairly
stated in all material respects in relation to the basic financial statements taken as a whole.

|
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Avalon Securities, Ltd.
Statement of Financial Condition
December 31, 2002

ASSETS
Cash
Marketable securities

Accounts receivable - other

TOTAL ASSETS

STOCKHOLDER'S EQUITY

Common stock
Retained earnings

TOTAL STOCKHOLDER'S EQUITY

See accompanying notes.

$ 8,539
2,027

— 18,500

§ 29,066
S 8,000

21,066

S 29,066



Avalon Seéurities, Led.
Income Statement
For the Year Ended December 31, 2002

Revenues
Fees : $ 5,494,036
Interest : 4

Total Revenues - _.5,494,036

Expenses
Payroll and related benenfits , 1,808,929
Allocated expenses 2,933,358
Office expenses ' 507
Franchise taxes ' v . 73,400
Total Expenses v 4,816,154
Net Income ) 677,842

See accompanying notes.



Avalon Securities, Ltd.
Statement of Changes in Stockhclder's Equity
December 31, 2002

Capital stock: no par value, 1000 shares
authorized, 100 shares issued and outstanding

Retained earnings
Beginning of year

Net income
Distribution to stockholder

‘End of year

Stockholder's Equity

See accompanying notes.

S 8,000

9,614

677,842

( _666,390)

21,066

$ 29,066



: s
I

-

-

Avalon Securities, Ltd.
Statement of Cash Flows
For the Year Ended December 31, 2002

Cash flows from operating activities:

Net income S 677,842

Adjustments to reconcile net income to net cash
provided by operating activities:

Decrease in due from affiliate ' 9,307
Increase in marketable securities ( 2,027)
Increase in accounts receivable - other ' ( 18,500)
Total adjustments ( 11,220)

Net cash provided by opérating activities 666,622

Cash flows from investing activities:

Distribution to stockholder (666,390)
Net ‘cash (used) by investing activities (666,390)
~ Net increase in cash 232

Cash, beginning of year 8,307

Cash, end of year v $ 8,539

See accountant's report and notes to financial statements.
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AVALON SECURITIES, LTD.
Notes to Financial Statements

Note 1 - Nature of Business

Avalon Securities, Ltd. (the “Company”) is aregistered securities broker-dealer that arranges private
and public placements of debt and equity financing for clients throughout the United States.

Note 2- Summary of Significant Accounting Policies

* Income Taxes - The company, with the consent of its stockholder, has elected treatment as a small
business corporation under Subchapter S of the Internal Revenue Code and the related provision of
the New York State Franchise Tax law. Under the aforementioned provisions, corporate income or
loss and any tax credits earned are included in the stockholders’s individual federal and state income
tax returns. The Company 1s subject to New York State S Corporation and New York City income
tax.

Use of Estimates - The preparation of financial statements in conformity with generally accepted

accounting principles requires management to make estimate and assumptions that affect the

reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date .
of the financial statements and the reported amounts of revenues and expenses during the reporting

period. Actual results could differ from those estimates. .

Note 3 - Related Party Transactions

The company is affiliated through common ownership with .a private investment bank, Avalon
Group, Ltd. (“Group”), that provides advisory services regarding acquisitions, divestitures,
valuations, restructuring and financings. The company and Group have agreed that Group will pay
for all expenses of the company and provide rent free of charge, without recourse. Group allocates
expenses on a discretionary basis to the Company.

Note 4 - Concentration of Credit Risk

The Company maintains a cash account at a bank, which is insured by the Federal Deposit Insurance
Corporation up to $100,000. '

~ Note 5 - Special Reserve Account

The Company is not required to maintain a special reserve bank account for the protection of
customers as required by rule 15¢3-3 of the SEC under Section k(20)ii of the Rule.

* Note 6- Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule(Rule
15¢3-1), which requires the maintenance of minimum net capital and requires that the ratio of
aggregate indebtedness to net capital, as defined, shall not exceed 15 to 1. At December 31, 2002,
the Company had net capital of $8,539 which was $3,539 in excess of its required net capital of
$5,000. The Company’s ratio of aggregate indebtedness to net capital was 0 to 1.
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Avalon Securities, Ltd.
Computation of Net Capital
Pursuant to Rule 15c¢c3-1
December 31, 2002

SUPPLEMENTARY SCHEDULE

~Stockholder's Equity S 29,066
Non allowable assets { 20,527)
Net Capital ‘ 8,539

Capital Required

5,000

Net Capital in Excess of Requirement , S 3,539

No material differences exist between this schedule and Focus Report
Part 11A filed by the Company.

Computation for Determination of Reserve Requirement under Exhibit A
of Rule 15c3-3: Member exempt under 15c3-3 (k) (2) (i).

Information relating to possession and control requirements under
Rule 15c¢-3: Member exempt under 15c3-3 (k) (2) (i).

Schedule of Segregation Requirement and Funds on Deposit in Segregation:
Member has no requirement.

See accompanying notes.




